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Summary

Output and demand continued to moderate their dynamism in the second
quarter, although somewhat less than forecast in June’s Report. Inflation,
by contrast, was slightly below expectations of a few months back. There
have been important developments in the external scenario, as some of the
risks considered in recent quarters have materialized. In particular, doubts
about the solution to the high indebtedness—public and private—of some
Eurozone countries and public finance consolidation in the U.S. have
intensified. This, combined with prospects of a slowdown in developed
economies and financial contagion to other Central Europe economies,
has had significant impact on global financial markets causing increased
volatility, higher risk premiums and marked uncertainty regarding the future
behavior of the world economy. The European money markets show liquidity
tensions. Within this context, the Board kept the monetary policy interest
rate (MPR) unchanged in 5.25% in the meetings of July and August, and
withdrew the tightening bias.

In the external scenario, the significant risk aversion has translated into
high financial stress. Sovereign spreads of several Eurozone members are
in record highs, as are the spreads of some banks. Asset prices have posted
substantial changes, where the decline in the interest rates of long-term
Treasury bonds of several developed economies, which are being used as a
safe haven, and the sharp falls in stock exchanges around the world are worth
singling out. Add to this—although to a lesser extent—the strengthening
of the dollar vis a vis some currencies and the strong appreciation of gold
and the Swiss franc, also considered to be safe havens. Finally, the drop in
commodity prices, with the exceptions of agricultural products and the
already mentioned gold, is worth noting.

Domestically, external turbulences have reflected on some variables of the
local financial markets. The stock exchange has receded significantly and
interest rates on Central Bank and Treasury bonds have fallen sharply.
The monetary and interbank market has continued to operate normally
and the liquidity conditions in dollars and pesos have not felt the impact
of the increased interbank spreads at developed markets. The peso, after
some oscillations, is at a similar level to that of the statistical cutoff date
of June’s Report.

In light of these developments, and considering output figures for the second
quarter and preliminary indicators for the third—that are still weak in
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International baseline scenario assumptions

‘2009 ‘2010 ‘2011(f)‘2012(f)‘2013(f)‘

(annual change, percent)

Terms of trade 4.6 238 -1.8 53| -26
Trading partners’ GDP (*) -0.4 59 4.2 43 4.6
World GDP at PPP (*) -0.6 5.0 3.9 4.0 45
World GDP at market exchange rate (*) -2.1 3.8 3.0 33 3.7
External prices (in US$) -6.2 5.8 9.8 2.9 2.1
(levels)

LME copper price (US¢/Ib) 234 342 415 370 350
WTI oil price (US$/barrel) 62 79 93 89 91
Gasoline parity price

(US$/m3) (*) a7 598 816 797 774
Libor US$ (nominal, 90 days %) 0.7 0.3 0.3 0.3 0.3

(*) For definition, see Glossary.
(f) Forecast.

Source: Central Bank of Chile.

Economic growth and current account

‘2009 ‘2010 ‘2011(f) ‘2012(f) ‘

(annual change, percent)

GDP -1.7 5.216.25-6.75|4.25-5.25
National income -1.9 15.7 6.6 42
Domestic demand -5.9 16.4 9.1 4.5
Domestic demand
(w/o inventory change) -2.9 1.5 9.7 5.4
Gross fixed capital formation -15.9 18.8 14.4 71
Consumo total 1.9 9.3 8.2 4.9
Goods and services exports -6.4 1.9 6.5 5.0
Goods and services imports -14.6 295 12.0 46
Current account (% of GDP) | 1.6l 1.9] -1.01 211
(US$ milllon)
Current account 2,570 3,802 -2,400 -5,500
Trade balance 14,117| 15,855 12,700 8,300
Exports 54,004| 71,028 82,600 83,000
Imports -39,888| -55,174| -69,900| -74,700
Services -1,444 -1,019 -1,200 -1,200
Rent -11,666| -15,424| -16,300| -15,200
Current transfers 1,563 4,390 2,400 2,600

(f) Forecast.

Source: Central Bank of Chile.

developed economies—, the baseline scenario revises world growth expected
for 2011 down by 0.2 percentage points, and by half a percentage point for
next year. The biggest change is for the U.S. where, aside from slow growth
observed to this date, there will most likely be fiscal adjustments after the
approval of the higher public debt ceiling. Growth in the Eurozone is still
proyected to be low. Also, the weakened economies in the developed world
are foreseen to affect output in the emerging markets, which, in any case,
will continue to outperform their developed counterparts. This projection
for world growth is below the consensus forecast, which at the closing
of this Report probably fails to reflect the full effects of current financial
turbulences. However, the latest reports of investment banks do show
significant downward revisions of their forecasts for developed economies.

Concerns about an overheating in the emerging world and its consequences
on inflation have decreased. Monetary policy adjustments already made
in several countries, the further weakening of the global economy and the
recent drop in commodity prices are behind this evaluation. Thus, a number
of economies have already paused their cycles of policy rate increases and,
in general, the market has adjusted its expectations to the MPR remaining
flat. In the developed economies, it is most likely that monetary policy will
hold on to its current degree of expansiveness, and it is even possible for it
to intensify. The Federal Reserve announced its intention to keep the rate
at its minimum at least until mid-2013.

The sum of all the above will mean that the external impulse that the Chilean
economy will be receiving in the coming quarters will be weaker than
previously forecast. On one hand, the worsened global performance will
have a negative impact on the economic activity of Chile’ trading partners.
Still, it will grow above its 2000-2007 average. The change in composition
and weight of this group of countries—where emerging economies, most
specially China, have strongly increased their share—explain this result.
Whereas in 2000, the weight of emerging economies in the group of Chile’s
trading partners was less than a third, in 2011 it is estimated to be close to
half. On the other hand, a deterioration in the terms of trade is foreseen.
This last projection is based on an average copper price of US$3.7 per pound
in 2012 and US$3.5 in 2013. Meanwhile, the average price for WTI oil is
forecast around US$90 per barrel between 2012 and 2013.

In this scenario of reduced external impulse, the Chilean economy is
projected to grow in the range of 6.25% to 6.75% this year. This range is
within the June projection. Up to the second quarter, output was growing
somewhat above the trend and the forecast in June’s Report; consumption
was slowing its strong previous expansion, but less than forecast; the labor
market continued to show signs of tightness and financial conditions
remained favorable, with credit posting an increasing y-o-y growth rate.

The impact of the modified external scenario will be visible more strongly
in the growth rate for 2012. For then, GDP is expected to increase between
4.25% and 5.25%. The slowdown from this year responds to several factors.



Summary

Inflation On one hand, there is the necessary convergence to growth figures consistent
with trend growth, which the Board continues to estimate around 5%. This
‘2009 ‘2010 ‘2011(f)‘2012(f)‘2013(f)‘ convergence relies on the impact of increases already made to the MPR
(annual change, percent) on aggregate demand. On the other hand, there is the already mentioned
Average CPlinfiation 16 14) 311 28 reduced external impulse, which will be felt in the coming quarters. It is also
December CPI inflation -1.4 3.0 33 29 . . .. 0
CPl inflation in around 2 years (% 30 assumed that the fiscal balance will converge to a structural deficit of 1% of
Average CPIX inflation 58l os| 24l 29 GDP towards the end of the present Administration, as announced by the
December CPIX inflation 8| 25 29 28 authority and in conformity with the Fiscal Accountability Law.
CPIX inflation in around 2 years (*) 3.0
A CPIX1 inflati 2.7 -0.7 1.3 2.7 . . . .
D Pt Al P P R I The change in the external scenario has also caused major changes in the
CPIX1 inflation n around 2 years (* 30 inflation outlook, especially for the short term. In the baseline scenario,
(7 Forecast. the y-o-y CPI inflation rate prevailing towards the end of the year will be
(*) Inflation forecast at the third quarter of 2013. less than forecast in June, mainly reflecting the lower fuel prices. Private
Source: Central Bank of Chile. inflation expectations have been revised in the same direction and point at

CPI inflation being slightly above 3% by year’s end. Going forward, it will
remain around the target, up to the third quarter of 2013, which now marks
the end of the projection horizon. This path for inflation is based on several
assumptions. As already mentioned, that the economy will grow close to the
trend over the next few quarters. Also that the real exchange rate will remain
in its current levels, which are within the range estimated to be consistent
with its long-term fundamentals. Another assumption is that labor costs will
grow in line with the inflation target. As for monetary policy, the MPR has
reached a range that is considered normal. Unlike forecasts of a few months
back, when market surveys indicated an expectation of further rises in the
MPR, the changes in the macroeconomic scene have led to a higher dispersion
of private expectations. Furthermore, certain indicators even suggest a
decline in the short run. However, the baseline scenario uses as a working
assumption that, in the short run, the MPR will be around its current level.

This scenario, as usual, reflects the events that are thought to have the highest
probability of occurrence with the information available at the statistical
cutoff of this Report. There are risks that, if materialized, will shape a different
macroeconomic outlook than the one described here. On this occasion, after
evaluating the likelihood of alternative scenarios, the Board estimates that
the risk balance for output is biased downward, and unbiased for inflation.

The main risks have to do with the complex global economic outlook. Stress
episodes repeating themselves or intensifying cannot be ruled out, with
the resulting effects on the financial sector and agents’ confidence. This,
because the main problems of private and public indebtedness in developed
economies have yet to be resolved. The deleveraging process continues its
course, a part of the market believes that the fiscal adjustment measures
are still insufficient to turn around the problem of public over-borrowing,
global imbalances are still unresolved and tensions are accumulating in
the European monetary union. The response to these developments is
complicated, given that monetary and fiscal policies in the developed world
have little room to maneuver.
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CPI inflation forecast (*)
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(*) The figure shows the confidence interval of the baseline projection over the
respective horizon (colored area). Confidence intervals of 10%, 30%, 50%,
70% and 90% around the baseline scenario are included. These intervals
summarize the risks on inflation as assessed by the Board. The baseline
scenario uses as a working assumption that, in the short run, the MPR will
be around its current level.

Source: Central Bank of Chile.

CPIX inflation forecast (*)
(annual change, percent)
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(*) The figure shows the confidence interval of the baseline projection over the
respective horizon (colored area). Confidence intervals of 10%, 30%, 50%,
70% and 90% around the baseline scenario are included. These intervals
summarize the risks on inflation as assessed by the Board. The baseline
scenario uses as a working assumption that, in the short run, the MPR will
be around its current level.

Source: Central Bank of Chile.

Another part of the risks in the external scenario comes from developed
countries’ growth beyond the projection horizon. As aforesaid, the baseline
scenario contains a projection that is below the consensus. However, it cannot
be ruled out that the impact will be even stronger than foreseen. At any rate,
beyond this specific effect, doubts persist about the strength of the recovery
process in the developed world. The carry-over effects of the 2008 crisis,
plus the high level of unemployment and increased uncertainty caused by
recent tensions could have more lasting effects on output in the developed
economies. It is also possible, as has begun to be discussed more frequently,
that these economies’ potential growth has fallen because of the crisis. This
could have consequences on the level of interest rates, the speed of leverage
problems’ resolution, and growth in emerging economies. In this scenario,
world growth will be slower than in the past.

Nor can a scenario where postponed increases in monetary policy interest
rates of developed economies and their lack of dynamism push investors
to seek for higher returns in emerging countries be ruled out. This would
cause a resurgence of capital inflows to these countries. Accomodating them
could complicate the conduct of macroeconomic policies.

Domestically, risks are centered on the ongoing strength of output and
demand. Although the economy has proceeded fairly close to forecasts,
moderation has been somewhat less than expected, the labor market is
still tight—various sources of casuistic information reveal difficulties and
pressures in the labor market—and the y-o-y credit expansion rate has risen.
Itis possible that, beyond global tensions, the Chilean economy will continue
to grow above trend, accumulating inflationary pressures misaligned with
the inflation target.

Doubts about the way the external scenario will unfold and how it will
affect the Chilean economy advise to act prudently. Being Chile a globally
integrated economy, it cannot be immune to foreign developments. Monetary
policy has the necessary tools to cushion the possible impact of worse-than-
foreseen external scenarios, as it has shown in the recent past. The Board
reaffirms its commitment of conducting monetary policy with flexibility in
order for projected inflation to stand at 3% over the policy horizon. Any
future changes to the MPR will depend on the implications of domestic and
external macroeconomic conditions on the inflation outlook.



Inflation scenarios

Table 1
International baseline scenario assumptions

‘2009 ‘2010 ‘ 201 (f)‘ 2012 (f)‘2013 (f)‘

(annual change, percent)

Terms of trade 46| 238 -1.8 53] -2.6
Trading partners’ GDP (*) -0.4 5.9 4.2 4.3 4.6
World GDP at PPP (*) -0.6 5.0 3.9 4.0 45
World GDP at market exchange rate (*) 2.1 3.8 3.0 3.3 3.7
External prices (in US$) -6.2 5.8 9.8 2.9 2.1
(levels)

LME copper price (US¢/lb) 234 342 415 370| 350
WTI oil price (US$/barrel) 62 79 93 89 91
Gasoline parity price

(US$/m3) (*) 471 598 816 797 774
Libor US$ (nominal, 90 days %) 0.7 0.3 0.3 0.3 0.3

(*) For definition, see Glossary.
() Forecast.

Source: Central Bank of Chile.

Figure 1
Trading partners’ growth (*)
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(*) Gray area, as from 2011, shows forecast.

Sources: Central Bank of Chile based on a sample of investment banks,
Consensus Forecasts, International Monetary Fund and statistics bureaus of
the respective countries.

This chapter presents the Board’s assessment on the Chilean economic
outlook over the next two years, including the analysis performed up to
1 September 2011. Projections are presented of the most likely inflation
and growth trajectories. These are conditional on the assumptions in the
baseline scenario, thus the Board’s assessment of the risk balance for output
and inflation is also provided.

Baseline projection scenario

The main changes made to the baseline projection scenario with respect to
the June Report originate in the prevailing global economic and financial
scenario. The increasing concerns about fiscal and financial problems in the
Eurozone, the U.S. debt rating downgrade, together with the doubts about
the recovery of growth in developed economies created significant stress in
international financial markets and a downward revision to world growth
forecasts. Such a scenario has also resulted in lower growth estimates for
Chile’s trading partners, an increase in short-term foreign financing and a
drop in commodity prices which leads to lower terms of trade. Nonetheless,
trading partners’ growth and terms of trade will be still high by historic
standards. All this shapes a baseline scenario where the external impulse
that the Chilean economy will be receiving in the next two years will fall
somewhat short of previous estimates.

For 2011, projected world growth is revised down by 0.2 percentage points
(pp) with respect to June’s Report. For 2012, the revision is 0.5 pp smaller.
Thus, world growth is forecast at 3.9% in 2011 and 4.0% in 2012 (table
V.1). These projections are below market consensus figures available at the
cutoff date of this Report, considering that the latter do not reflect the full
effects of the events of early August in the world economy. Revisions to
the growth rates considered in the baseline scenario are motivated by the
actual figures of the first half of 2011, which are weaker than anticipated for
developed economies. This combines with weakened prospects resulting,
in particular, from labor market conditions and poor results from surveys
to firms and consumers. All in a context in which these economies have
little room for taking any fiscal and monetary stimulus action; some must
even undertake fiscal adjustment plans and monetary policy interest rates
are in their lower limits.
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Figure 2
Terms of trade
(index, 2003=1)
2.0 q M Total

Il Minus copper price (*)
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(*) Estimated using the average London Metal Exchange price of 2003 as

reference. No other potential effects on price or quantity are considered.

(f) Forecast.

Source: Central Bank of Chile.

Table 2
Economic growth and current account

‘2009 ‘ 2010 ‘ 2011 () ‘2012 (f) ‘

(annual change, percent)

GDP -1.7 5.2 6.25-6.75|4.25-5.25
National income -1.9 15.7 6.6 4.2
Domestic demand -5.9 16.4 9.1 45
Domestic demand
(w/o inventory change) -29 1.5 9.7 5.4
Gross fixed capital formation -15.9 18.8 14.4 7.1
Consumo total 19 9.3 82 49
Goods and services exports -6.4 1.9 6.5 5.0
Goods and services imports -14.6 295 12.0 4.6
Current account (% of GDP) | 16| 19| -1.0l 211
(US$ milllon)
Current account 2,570 3,802 -2,400 -5,500
Trade balance 14,117| 15,855 12,700 8,300
Exports 54,004| 71,028 82,600 83,000
Imports -39,888| -55,174| -69,900| -74,700
Services -1,4441 -1,019 -1,200 -1,200
Rent -11,666| -15,424| -16,300| -15,200
Current transfers 1,563 4,390 2,400 2,600

() Forecast.

Source: Central Bank of Chile.

Figure 3
CPI inflation forecast (*)

(annual change, percent)
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(*) Gray area, as from third quarter of 2011, shows forecast.

Sources: Central Bank of Chile and National Statistics Institute (INE).

The scenario of less growth in the developed world will have negative effects
on the emerging economies’ activity. These could be aggravated by the
negative effects of the recent financial turbulences that, if they last, could
negatively affect consumption and investment decisions around the world.
Nevertheless, projected growth of Chile’s trading partners is still high by
historic standards, coming close to their 2000-2007 average. This, because
of the higher incidence in world growth that emerging economies have been
showing over the years, particularly China (figure V.1).

Consistently with the weaker and more uncertain global scenario, commodity
prices have declined, as have their projections. For oil, based on futures
contracts over the ten business days previous to the statistical cutoff date,
average prices of US$93, US$89 and US$91 per WTI barrel are assumed
for 2011, 2012 and 2013, respectively. The projected copper price is also
revised down, to US$4.15, US$3.70 and US$3.50 per pound in 2011, 2012
and 2013. These elements, plus corrections to the prices of other exported
and imported goods will pull down the terms of trade this year and next,
but they will remain high (figure V.2).

Up to the second quarter this year, inflation rates in emerging economies
were higher than estimated in June, which combined with a larger-than-
expected depreciation of the dollar results in a significant upward correction
to the external price inflation (EPI) indicator relevant to Chile: 9.8% (9%
in June’s Report). For 2012, a slight appreciation of the dollar is foreseen in
international markets, which will more than offset the reduction in inflation
expectations forecast for the year associated to slower expected growth and
lower commodity prices. Accordingly, the EPI should then post a y-o-y
change somewhat higher than was forecast in June.

Domestically, the baseline scenario assumes that output will grow in the range
0f 6.25% t0 6.75% in 2011 (table V.2). This scenario foresees that domestic
demand will grow 9.1% this year, surpassing figures in the last Report. This
will reflect a significant effect of the higher gross fixed capital formation
(GECEF) seen during the first half, especially machinery & equipment and
inventory accumulation. Another assumption is a slowdown in output and
demand in the second half of the year, as compared to June figures. The
greater increase in GFCF in the full year 2011 will result in that, measured in
2003 prices, the investment-to-GDP ratio will be close to 30% (almost 23%
in current prices), somewhat more than foreseen in June. Going forward, the
pace of GFCF growth will decrease to single-digit numbers. Growth in the
machinery & equipment component will decrease, while construction and
other works will accelerate in 2012, as can be derived from conjunctural
indicators that are reflecting a dynamic sector.

The baseline scenario also assumes that the slowdown in consumption
seen during the past few months will continue, albeit with a different
composition. Non-durable consumption will post higher growth rates than
assumed in June, while durable consumption will adjust, consistently with
the behavior of preliminar data of imports of this category in recent months,
among other factors. On the fiscal side, the baseline scenario assumes that
the structural deficit will converge to 1% of GDP by the end of the present
Administration, as announced by the authority and in conformity with the
Fiscal Accountability Law.



Figure 4
Incidences on annual CPI inflation (1) (2)
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(1) Gray area, as from third quarter of 2011, shows breakdown of forecast
inflation in baseline scenario.
(2) In parentheses, shares in CPI basket.

Sources: Central Bank of Chile and National Statistics Institute (INE).

Table 3
Inflation
‘2009 ‘2010 ‘ 2011 (f)‘ 2012 (0‘2013 (f)‘
(annual change, percent)
Average CPI inflation 1.6 1.4 3.1 2.8
December CPI inflation -1.4 3.0 33 2.9
CPlinflation in around 2 years (*) 3.0
Average CPIX inflation 2.8 0.5 2.4 29
December CPIX inflation -1.8 2.5 2.9 2.8
CPIX inflation in around 2 years (*) 3.0
Average CPIX1 inflation 2.7 -0.7 1.3 2.7
December CPIX1 inflation -1.1 0.1 2.4 2.8
CPIX1 inflation in around 2 years (*) 3.0
(f) Forecast.

(*) Inflation forecast at the third quarter of 2013.

Source: Central Bank of Chile.

Inflation scenarios

The projection that output and demand will further moderate expansion
over the second half and reach rates consistent with the economy’s trend
growth is based on a number of elements. On one hand, there is the
impact on aggregate demand of increases already made to the MPR, which
accumulate 475 basis points since June of 2010. On the other hand, there
is the normalization dynamic of durable goods and investment itself. Also
the influence of a scenario for world growth that is more adverse and has
more financial uncertainty. With this deceleration, the average velocity of
the GDP of sectors other than natural resources will approach 5% in the
second half of the year, in line with the trend rate that the Board continues
to estimate around 5%. On average, this will be the pace of growth into
next year, so GDP growth in 2012 is expected to post a variation between
4.25% and 5.25%.

In contrast with June estimates, that projected a balanced current account, the
baseline scenario now assumes a deficit of 1.0% of GDP in 2011. This revision
obeys to reduced copper export volumes and increased import volumes
associated to the dynamics of investment in machinery & equipment.
In 2012, the deficit should widen to 2.1% of GDP, mainly because of the
projected drop in the copper price. Measured at trend prices, the current
account would post a somewhat larger deficit than in June, around 6% of
GDPin 2011 and 2012Y/.

In the baseline scenario, y-o-y CPl inflation will follow a path below the one
foreseen in June (figures V.3 and V.4). This considers that inflation has been
somewhat below June’s projections and that the recent decline in international
fuel prices will have a negative effect on short-term inflation. This is one of
the main factors behind the drop in private inflation expectations and also
those in the baseline scenario of this Report. At the end of the year, y-o-y
CPI inflation will be 0.7 percentage points less than expected in June. Out
of this difference, half a percentage point is explained by the lower fuel
inflation. Thus, in the baseline scenario inflation will close the year slightly
above 3%. Private inflation expectations have had similar corrections and
for year’s end are also near the figures of the baseline scenario. From 2012
onwards, inflation will oscillate around the target, ending at 3% in the third
quarter of 2013, which this time is the end of the projection horizon. Core
measures will slowly converge to 3% (table V.3).

The baseline scenario assumes that the real exchange rate will remain
around its current level, which now is within the range that is believed
to be consistent with its long-term fundamentals. It also assumes that
labor costs will increase in line with the inflation target, and that pricing
decisions are based on inflation expectations consistent with the target. As
for monetary policy, the MPR has reached a range that is considered normal.
Unlike forecasts of a few months back, when market surveys indicated an
expectation of further rises in the MPR, the changes in the macroeconomic
scene have led to a higher dispersion of private expectations. Furthermore,
certain indicators even suggest a decline in the short run. However, the
baseline scenario uses as a working assumption that, in the short run, the
MPR will be around its current level.

'/ This estimate considers revisions to prices and not volumes. A copper trend price of US$2.6
per pound and an oil trend price of US$75 per barrel are assumed.
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Figure 5
Quarterly GDP growth scenarios (*)

(annual change, percent)
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(*) The figure shows the confidence interval of the baseline projection over
the respective horizon (colored area). Confidence intervals of 10%, 30%,
50%, 70% and 90% around the baseline scenario are included. These
intervals summarize the risk on growth as assessed by the Board. The baseline
scenario uses as a working assumption that, in the short run, the MPR will
be around its current level.

Source: Central Bank of Chile.

Figure 6
CPI inflation forecast (*)

(annual change, percent)
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(*) The figure shows the confidence interval of the baseline projection over the
respective horizon (colored area). Confidence intervals of 10%, 30%, 50%,
70% and 90% around the baseline scenario are included. These intervals
summarize the risks on inflation as assessed by the Board. The baseline
scenario uses as a working assumption that, in the short run, the MPR will
be around its current level.

Source: Central Bank of Chile.

Figure 7
CPIX inflation forecast (*)

(annual change, percent)
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(*) The figure shows the confidence interval of the baseline projection over the
respective horizon (colored area). Confidence intervals of 10%, 30%, 50%,
70% and 90% around the baseline scenario are included. These intervals
summarize the risks on inflation as assessed by the Board. The baseline
scenario uses as a working assumption that, in the short run, the MPR will
be around its current level.

Source: Central Bank of Chile.

Risk scenarios

The baseline scenario reflects the events estimated to be the most likely with
the information at hand when making these projections. Any divergence will
shape a different macroeconomic scenario and an also different monetary
policy trajectory. After evaluating them, the Board estimates that the risk
balance for output is biased downward, and unbiased for inflation (figures
V.5, V.6 and V.7).

The main risks have to do with the complex global economic outlook. A
repetition or intensification of recent episodes of financial stress cannot
be ruled out. The deleveraging process continues its course, a part of the
market estimates that fiscal tightening measures are still insufficient to turn
around the public debt problem, global imbalances are still unresolved
and tensions are accumulating in the European monetary union. Dealing
with these events is complicated, since monetary and fiscal policies in the
developed world have little room to maneuver. In addition, doubts persist
about the strength of the recovery of developed economies beyond the
projection horizon. The carry-over effects of the crisis of 2008, plus high
unemployment and increased uncertainty due to recent tensions could have
more lasting effects on developed countries” output. It is also possible that
these economies’ potential growth has fallen because of the crisis. This could
have consequences on the level of interest rates, the pace of the resolution
of leveraging problems and growth in emerging economies. In this scenario,
the world economy will grow less than in the past.

Nor can a scenario where the postponement of monetary policy rate increases
in developed countries and their weak economies lead investors to seek
for better returns in emerging economies be ruled out. This would cause a
resurgence of capital inflows to these countries. Accomodating them could
complicate the conduct of macroeconomic policies.

Domestically, risks center around the ongoing strength of output and
demand, which could lead the Chilean economy to continue to grow above
the trend, causing inflationary pressures misaligned with the inflation target.

Doubts about the way the external scenario will unfold and how it will
affect the Chilean economy advise acting prudently. The Board reaffirms
its commitment to conducting monetary policy with flexibility in order for
projected inflation to stand at 3% in the policy horizon. Any future changes
to the MPR will depend on the implications of domestic and external
macroeconomic conditions over the inflation outlook.
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